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MEMORANDUM FOR: All OVHAR Staff and Participating
Adm ni strative Entities

FROM S. Paige Warren, Deputy Director for Production, OVHAR

SUBJECT: Rental Assistance Assessnent Pl ans (RAAPs) and
Tenant Based Assi stance in Murk-to-Market
Transacti ons

Successful Mark-to-Market (MM debt restructurings can result
in either tenant-based, or project-based Section 8 assistance,
except for properties that are “safe harbored”. Safe harbored
properties are those in a tight rental market, predom nantly
occupied by elderly or disabled famlies, and cooperatives.
For all other properties in MM PAEs need to determ ne the
form of rental assistance to be provided after the debt
restructuring. MAHRA requires this decision be mde and
docunment ed through a Rental Assistance Assessnment Pl an ( RAAP).

To date, all debt restructurings have lead to a determ nation
of project-based assistance, notw thstandi ng our expectation
that some nunber would convert to tenant-based assistance.
PAEs and OVHAR staff are rem nded that MAHRA requires that

Each property to be evaluated individually (except for
saf e harbored properties) based on eight criteria, and

PAEs to report to OVHAR on (1) any properties wth
Restructuring Pl ans whi ch resul t In t enant - based
assi stance, and (2) any properties in which the tenants
of the project generally supported a conversion to
t enant - based assistance, but was renewed wth project-

based assistance i nstead. This reporting requirenent
applies regardless of whether the property is safe-
har bor ed.

Positive factors that m ght resul t in a tenant-based

conclusion / restructure include the potential benefit of
encouraging a m xed-incone tenant profile, potential for
enhancing the real estate (and the neighborhood) through
turnover nore representative of market dynam cs, encouraging
operating efficiencies, and giving the tenants a choice in
where they live.



Positive factors that occur with project-based restructures
i nclude preservation of affordable housing in a housing market
with few options, cheaper HUD adm nistration costs, a greater
sense of stability for existing tenants, and generally a nore
predi ctable income stream for the owner with a typically | ower
overal |l vacancy percentage.

OWHAR s position is neutral as to what is the best type o
assi stance for each individual property. However a weak
analysis may call into the question the decision reached.
OWHAR has recently revi ewed nunerous RAAPs and as a result has
deci ded to issue additional guidance to assist PAEs.

A RAAP is not required if a property is safe harbored.
However, the analysis required to conplete the RAAP questions
is still necessary in nmany safe harbored cases. Determ nation
of the appropriateness of exception rents, and / or
determ ning whether the expected loss to HUD is acceptable
(preservation worthy) relies in great part on answers to the
sane questions.

Even though exception rents and tenant-based assistance are
mutually exclusive, a RAAP is still required (unless the
property is safe harbored.)

The Regul ations, 401.421(c), allow for up to a five-year
phase-in for tenant-based assistance. The justification for a
phased conversion would be the need for financial viability
during the transition period. This option is particularly
i nportant, but not limted to, out-year restructurings when a
conversion could be completed at expiration of the current
contract.

A RAAP shoul d address each of the eight factors noted in the
Regul ations and discussed in Attachnment 1. In addition, the
RAAP shoul d incorporate a section on stakehol der views. Thi s
section would not only cover the view of the tenants and
owner, but also the local nmultifamly office, community groups
and | ocal government officials.

The RAAP should be finalized by a reasoned conclusion
supported by the analysis. The docunent should be consistent
— internally and with the rest of the Restructuring Plan.
| nevitable contradictory data and observations in the
i ndi vi dual factors nust be expl ained, weighed and resolved in
t he concl usi on.

Attached is an updated di scussion of each of the eight factors
addressing some of the weaknesses we have seen in RAAPs
conpleted to date. Al so attached is an Overview of Tenant-
Based Assistance, including a case study addressing commonly
asked questions about tenant-based assistance.

Pl ease contact Norm Dailey (202-708-0001) if you have any



guestions about this menorandum

At t achment s



Attachnent 1
El GHT RAAP ANALYSI S FACTORS

1. Tenants' ability to find adequate, avai |l abl e, decent
compar abl e, and affordable housing in the | ocal market.

Many times the question is answered under the assunption that
i medi ately upon <closing all tenants wll have to find
alternative housing. A good restructure may in fact result in
most tenants staying at the building using their vouchers. A
good RAAP is forward |ooking, not just current conditions.
If, for whatever reason, a tenant wanted to relocate in the
future, including deteriorating property condition, would the
tenant be able to obtain conparable or better housing using
t he voucher?

A critical discussion point under this factor is vacancy rate
and the PHA Voucher wutilization rate, including trends. Even
if the market-w de vacancy rate is 6.0% or higher, the vacancy
rate in the affordable housing sub-nmarket may be bel ow 6. 0% or
vice-versa. In addition, just the vacancy rate nmay not address
whet her alternative housing is decent and/or conparabl e.

A general guideline (to be used as a starting point, not as a
substitute for analysis) 1is that tenant-based Section 8
assi stance should provide project residents wth adequate
af f ordabl e housing choices if at l|east 30% of the standard
quality rental units in the relevant |ocal housing sub-narket
have rents | ess than the applicable FMR.  This guideline adds
a neighborhood or sub-market dinmension to assessing the
ability of residents to nmmke housing choices using tenant-
based assi st ance.

If there are no other rental housing options and tenants
really don't have a choice of alternative housing in the
rel evant mar ket , then project-based assistance is the
preferred option under this criterion.

2. The types of tenants residing in the project.

This criterion relates to whether the tenants would be willing
or able to nove to better housing if they had a choice, either
i mmedi ately or in the future.

A project my not neet the definition of elderly and disabl ed
housi ng but because it has a large mnority of elderly and
di sabled residents it my be advisable to maintain its

proj ect - based status. The statutory safe harbor provision
presunes that elderly and disabled resi dents have a
significantly higher desire not to relocate. Cenerally this

is true, but except for safe harbored properties, this
assunmption should not be taken for granted.

Under either question Nunber 1 or 2, issues relating to
whet her the property may serve large famlies or famlies with



children in an area where there my be a shortage of that
particular type of rental wunit could be covered (i.e. 3
bedroom and [|arger wunits). Parking or access to public
transportation could also be covered under either question.

3. Local housing needs identified in the Conmmunity Devel opnent
Bl ock Grant Consolidated Plan and | oca mar ket  vacancy
trends.

Any relevant excerpts from the Consolidated Plan should be

attached to the RAAP. The Plan wll indicate whether the
community is experiencing a shortage of affordable housing
alternatives. The answer to this factor should support your
answer under Factor 1. In addition, the word “trends” is
i nportant. Is new affordable housing being built? Is the

area | osing population so that the pool of affordable housing
is increasing, and increasing in quality?

The PAE' s analysis should opine on the relevance of the
Consolidated Plan to the specific property situation;

sonetinmes the | ocal policies and preferences in the
Consolidated Plan will be particularly relevant, but in other
cases the Consolidated Plan will have focused on issues that

are not directly relevant to the subject property.

4. The cost of providing assistance.

Appendi x M of the OPG states that PAEs should “Conpare the
Section 8 <cost per unit assisted using the tenant-based
paynent standard to the Section 8 cost per unit assisted using
proj ect - based Section 8.7 If the paynent standard is higher
than the PAE determ ned market rents, tenants may be tenpted
to nove to better units, assum ng nmarket forces are at work,
i.e. higher rents nean better units. If the paynent standard
is lower, over time the cost mght be |less under a tenant-
based scenario. As tenants noved from the property, new
voucher tenants would only receive up to the paynent standard
as a subsidy (See Case Study, Attachnment 2.). However

i mmedi ately after conversion the costs m ght be equal, e.g. if
the subject property is better than properties on the market
accepting vouchers. Note that admnistrative costs are
hi gher for tenant-based assistance (7% vs 3%

5. The project's long-term financial stability.

Consi der what inmpact the future loss of rental assistance
caused by existing residents noving from the property would
have on the owner’s ability to generate enough cash flow to
adequately maintain the property and support the property’'s
overall debt obligation. Refer to, and discuss, the analysis
in the underwriting/ nodeling, and the differences in project-
based and tenant-based expenses and vacancy percentages.




If the PAE is concerned about the property’'s ability to
survive an inmmediate conversion to vouchers, MAHRA provides

for phasing the conversion over a transition period of up to 5
years.



6. Residents' ability to make reasonable choices about their
i ndi vidual living situations.

Eval uate the resident’s participation in the tenant neetings.

Were the tenants know edgeabl e about other housing choices
and were they involved in the MM process? Were their
expectati ons reasonable? Also, do the tenants have access to
outside resources to assist them in making decisions such as
| ocal comrmunity organizations?

7. Neighborhood quality.

If the project is the nost well nmaintained property in the
nei ghbor hood (and operating expenses are hi storically
reasonable), it mght be best for the property to continue to
be project based. O herwise the owner my not have any
incentive to mai nt ai n t he above aver age condi ti on.
Conversely, if other properties are better, market and

conpetitive forces (tenant based forces) should assist in
mai ntaining a property that will be inproved through the MM

restructure. If the neighborhood is undesirable, a tenant-
based approach is |likely to provide greater choice for
residents. Consider the inpact of the housing stock in areas
with |ow poverty rates (e.g., less than 20% and where the

proj ect pronotes housing opportunities for mnorities.

8. The project’s ability to conpete in the marketpl ace.

Consider how the inability to provide project-based rental
assistance to tenants mght inpact the owner’s ability to
mar ket the property to tenants in the future.

OVHAR expects that Restructuring Plans wll position the
property to conpete in the nmarketplace, whether or not
proj ect-based assistance is renewed. Ther ef or e, this

criterion is not concerned with whether the property can
conpete, but rather whether the property would be better able
to conpete under project-based or tenant-based assistance



Attachnent 2
Overvi ew of Tenant - Based Assi st ance

Local Public Housing Agencies (PHAs) adm ni ster tenant-based
assi stance under the oversight of HUD s O fice of Public and
| ndi an Housing (PIH). The PHAs qualify the tenants, inspect
the units, and nake payments to | andl ords under the ternms of
their Annual Contributions Contract (ACC) w th HUD.

For properties in MM (and certain other situations), income
and otherwi se eligible tenants who were previously assisted by
pr oj ect - based assi stance are provi ded Enhanced Vouchers,
sonetinmes referred to as “sticky vouchers”. Rents using these
vouchers are set at market. These vouchers allow tenants to
either stay in the property or to nove with continued rental
assistance. |If the tenant chooses to nove, the maxi mum
subsidy that nmay be paid under the voucher programis
determ ned by the paynment standard set by the PHA (typically
bet ween 90% and 110% of FMR). Families that choose units
where the gross rent exceeds the paynent standard pay the
di fference out-of-pocket in addition to total tenant paynent.
If the fam |y chooses to remain at the M2ZM property, however,
t he normal paynent standard linitation does not apply. The
voucher subsidy is “enhanced” to cover the difference (if
any), between the gross rent and the paynent standard,
provided that the rent to owner is reasonabl e when conpared to
simlar unassisted units in the market.

Each “voucher holder” signs a |lease with the |andl ord, and the
PHA will enter into a separate Voucher Housing Assistance
Payments Contract with the |andlord on behalf of each

i ndi vi dual tenant. If 100 voucher holders live in a 100 unit
bui l ding, there are 100 contracts, as opposed to project-based
assi stance where there is one contract. The PHA pays the

| andl ord directly, and nost typically (but not always) would
aggregate all voucher paynents and send one check. Before a
voucher hol der can enter a |ease, the PHA nust inspect the
unit and make a determ nation of rent reasonabl eness
(essentially a determ nation of market rent.) Annually, the
PHA i nspects 100% of the units (rather than a sanpling, as in
t he case of project-based assistance) and recertifies each
fam ly' s incone.

Normal |y the cal culation for paynents to the | andlord is:

For properties with gross rents (rent to owner plus the PHA
utility allowance for any tenant-supplied utilities) above
t he paynent standard:

Payment standard m nus total tenant paynent (generally
30% of tenant’s nonthly adjusted incone).

For properties renting below the paynent standard,
Gross Rent mnus total tenant paynment (generally 30% of



the tenant’s nonthly adjusted incone).
For Enhanced Vouchers, the calculation is:

Gross rent (Based on market) mnus the tenant paynent
(generally 30% of the tenant’s nonthly adjusted incone)

As long as the original tenant stays in the original unit,
they will receive an enhanced voucher.



Attachnment 2
Case Study

The following is a fictional case study show ng how t he
program wor ks:

Mary, a single woman, 30 years old, lives and works in Central
PA., makes $15, 000 per year ($1,250/m, she had no deductions
so 30% of nmonthly adjusted inconme is $375 and is her total
tenant paynent). OVHAR Market Rent at Shady Acres is $500/ no
(Current Project-Based rents are $800)

VWhat is the Anmpbunt of the Enhanced Voucher if the PHA
Payment Standard is revised upward or downward, but OVHAR s
mar ket rent remai ns at $500:

1. PHA Paynment Standard $525
2. PHA Paynment Standard $475
3. PHA Paynent Standard $500

In all of the above cases, Mary receives an Enhanced Voucher
for $500. She pays $375 and the | andlord receives $125 from
t he PHA.

Mary wants to nove in 12 nonths to New York City, no change
in salary (New York Paynment Standard $1, 000). Mary’ s
property in Central PA was restructured with tenant-based
assi st ance.

The Central, PA PHA pays to the New York landlord via the NY
PHA $625 ($1, 000-$375). New York PHA woul d conpl ete the

i nspection and ensure the rent charged was reasonable. The
New York PHA m ght issue the voucher thenselves, if they
have a voucher utilization problem and want to boost their
usage percentage (use it or lose it).

What if Shady Acres stayed as project-based

Mary woul d have to find a project-based unit in New York or
apply for a voucher fromthe New York PHA and in New York
woul d be placed on a waiting list (if New York is even
accepting new applications).

Mary wants to nove across town into a nicer place, market
rent $500, which equals the PHA Paynment standard.

The PHA woul d i nspect the unit under Housing Quality
St andards (HQS) and ensure rent is reasonable and pay the
l andl ord $125. This is no | onger an enhanced voucher.

What happens if the place across town is a project-based
unit?

Mary relinqui shes her voucher if she wants to nove into
pr oj ect - based unit.
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What if Mary wants to nove into a nicer place, market rent
$475

New | andl ord recei ves paynment of $100; this is no | onger an
enhanced voucher.

VWhat if Mary wants to nove into a nuch nicer place, with
pool, with a market rent of $650 per nonth

Normal |y, the PHA, assum ng the apartnment neets HQS and
rents are deened reasonable, the PHA woul d pay $125 (No

| onger an enhanced voucher), which is $500 paynent standard
m nus Mary’'s TTP (in her case 30% of nonthly adjusted inconme
or $375). Mary is also responsible for paying an additional
$150 ($650-%$500) to cover the anmpunt by which the gross rent
exceeds the paynment standard. However, in this particular
case another rule conmes into play, in that Mary cannot pay
nore than 40% of her nonthly-adjusted income for rent when
she initially leases a unit. Since 40% of her nonthly-

adj usted i ncome equal s $500, she can’t rent this unit using
a voucher because her share of the gross rent would be $525.

| f an enhanced voucher famly noves fromthe project, what
happens to the original unit?

The original unit then becomes a market rent unit. |If the
property went through a Mark to Market restructure, rents
for the rent-restricted units (either 20% or 40% of the
units) may not exceed the maxi numrents provi ded under the
Use Agreenment. The rents for units occupied by fam lies that
are provi ded enhanced vouchers nust be determ ned by the PHA
to be reasonable in conparison to simlar unassisted units
in the market. The Use Agreenent also requires no
discrimnation in renting to tenants with vouchers. The
rents for units rented to regular voucher hol ders who
subsequently nove to the property nust al so be reasonable.
Any famly nmoving into the property with tenant-based

assi stance (including Mary if she chooses to return) do not
recei ve enhanced voucher assistance. |If the owners’ (ross
rent exceeds the PHA paynment standard, the fam |y nust pay
the difference out of pocket.

HUD does not regulate the rents for the remaining, non-rent-
restricted units. However, the owner may not charge
unassisted famlies |ower rents than the voucher hol ding
famlies.

After the initial |ease termof the enhanced voucher
famlies, the owner feels that the OVHAR determ ned narket
rent is now too |ow, by $50 (Assune paynment standard stayed
at $500).

The PHA woul d come out and determne if the higher rent was
reasonable. If so, the enhanced voucher subsidy woul d be
based on the new gross rent for the unit. |If the PHA
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determ ned that the additional $50 was not reasonabl e and
the landlord was firm the famlies would have to npve to
continue to receive voucher assistance. The owner woul d
still be subject to the Use Agreenent and have rent
restricted units.

Mary gets pronoted to manager, salary goes to $50, 000 (Wat
if stayed Project Based)

Mary woul d keep the voucher for 6 nonths, but no paynents
woul d be nade to the landlord. If the property stayed as
Proj ect Based, Mary woul d have to nove.

Mary continues to live in the unit for the next 30 years

As long as the rents were considered reasonabl e and the
property neets HQS, Mary and the | andlord would receive the
benefit of the enhanced voucher. (Assunm ng Congress doesn’t
change the rules and provides sufficient appropriations)
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